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AN EXTENSION OF VALUE THEORY 

SUMMARY 

Value theory moribund today, 198. — Renascence of value theory 
probable, 199. — Cassel's proposal, 200. — -Future trend of price theory, 
201. — -Types of pecuniary values other than price, 203. — Actuarial 
valuation, 204. — Valuation under right of eminent domain, 207. — 
Valuation for purposes of rate-making, 208. — These valuations not 
special cases of price, 209. — Institutional nature of pecuniary valua- 
tion, 212. — The market has no monopoly of field of value, 217. — All 
valuation purposive, 219. 

Never in the history of industrial society was value 
a subject of more vital interest than it is today. For a 
quarter of a century we have had a movement in prices 
which has emphasized anew the importance of the gen- 
eral principles underlying the causes of their rise and 
fall. Simultaneously the ever-growing technological and 
legal complexity of the industrial world has given rise to 
a number of new problems calling for pecuniary valua- 
tion. We have witnessed an industrial revolution during 
the last forty years. The consequences of that revolu- 
tion for productive output, for capital accumulation, 
and for the development of new institutions, are just 
beginning to dawn upon us. One of its manifestations 
touches the field of value and valuation. The develop- 
ment of public control in the sense which that term 
connotes today, the taxation of income, the growth of 
the institution of accounting, the development of mod- 
ern management both in the financial conduct of the 
corporation and in the supervision and direction of in- 
dustrial plants, have brought into being a set of condi- 
tions which call for pecuniary valuation. 
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Yet the theory of value which has occupied the cen- 
tral place in economics since the days of Adam Smith is 
moribund. It is no longer an infectious subject, and a 
full decade has elapsed since any formal treatise on 
value has appeared in America. The distrust of the 
body of doctrine which has constituted traditional value 
theory during the last thirty years is not limited to stu- 
dents and to bumptious young economists who are in- 
dulging their hypercritical propensities. The latest 
European work on general economic theory begins with 
this unqualified declaration. "In my economic studies 
I long ago reached the conclusion that all the old value 
theory, so-called, with its endless terminological contro- 
versies and its fruitless scholasticism, is superfluous 
ballast of which economic theory must rid itself." * 
Such an utterance from a scholar of Cassel's standing 
commands respect. What he means by this terse and 
well-poised statement is that the controversies over 
marginal utility and its relation to value were futile. 
Economists have made an excursion into a land which 
gave promise but which has turned out to be barren of 
positive results — unless the proof that the land is 
barren and that it is useless to spend further time upon 
it be taken as an accomplishment worth while. In the 
eyes of the faithful even the forty years during which 
the children of Israel wandered in the wilderness were 
well spent. 

Itwas half a century after Adam Smith before Ricardo 
revived the theory of value. The result was a body of 
literature which is still the solid core of English eco- 
nomic theory. Another fifty years elapsed before 
Jevons, in 1871, introduced the doctrine that marginal 
utility is the final determinant of value. This movement 
intrigued the minds of two generations of thinkers. 

1. Cassel, Theoretische Sozialokonomic, p. v. 
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There is reason to believe that our tunes will again see 
a renascence of value theory. It is the purpose of this 
article to set forth the grounds for that belief, and to 
indicate the direction which the new development will 
probably take. 

The first task of any theory of value is to formulate 
a set of generalizations intended to explain the causes 
of the rise and fall of prices. It should furnish, too, a 
set of fundamental generalizations concerning the na- 
ture of value and the valuation process which could 
serve as a guide to those who are confronted with prob- 
lems of pecuniary valuation which arise outside the 
market. This task value theory has hitherto neglected 
almost entirely. Finally, a comprehensive theory of 
value should furnish a touchstone for present-day insti- 
tutions and their fitness to realize an ideal industrial 
program. 

The first of these three propositions with respect to 
the scope of value theory will be all but universally 
accepted by economists, altho the definiteness of the 
task has been somewhat befogged by the course of eco- 
nomic doctrine during the last thirty years. The second 
proposition would be less readily accepted. This is due 
in part to a failure to comprehend its meaning arising 
out of the economist's neglect of all phases of pecuniary 
valuation except price. When the economist thinks of 
value theory as extending beyond the problem of ex- 
plaining price fluctuations, he usually has in mind the 
third task, which deals with the ethical implications of 
economic valuation. The value theory of the last thirty 
years has done little to illuminate either the causes of 
price fluctuations, the fitness of our economic institu- 
tions to serve ideal ends or the nature of pecuniary 
valuation in institutions other than the market. 

Some economists have proposed to remedy the situa- 
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tion by ridding economics of the problem of value en- 
tirely. They suggest that we abandon the term and 
confine ourselves to price without further concern about 
value. They have in mind the first task of value theory 
set forth above, and insist that we will make more prog- 
ress toward formulating a set of relevant laws of price 
if we rid the science of the whole problem of value by 
burying it. This is the purport of the quotation from 
Cassel which appears at the beginning of this article. 
He had expressed himself to the same effect in an earlier 
work. "It may indeed be said that the vagueness of the 
term 'value' has induced people to speak on general 
questions of economic theory in a most careless manner; 
and from the confusion thus caused the science has 
greatly suffered. 

"The most radical and effective cure for this evil 
would of course be to do away with the whole theory of 
value. Fortunately this is quite possible. There is, in 
fact, no reason at all why we should commence the 
study of economics by a separate theory of value." 2 

Professor Cassel here proposes to rejuvenate value 
theory by limiting it to price theory. By this delimita- 
tion the attention of economists will be directed away 
from the whole welter of controversy which grew out of 
the attempt to base value upon the utilitarian theory of 
conduct. In this manner he expects to direct the atten- 
tion of economists to the institution through whose oper- 
ation values come into being and by whose processes 
pecuniary value in the sense of price is determined. He 
realizes that it is only by returning to a study of the 
market and its processes that we can make price theory 
helpful and relevant. 

Many economists are in full accord with this point of 
view as regards the reformation of price theory. The 

2. Cassel, The Nature and Necessity of Interest, pp. 68, 69. 
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sooner we turn from the controversies of the old value 
theory and apply ourselves to a study of markets and 
market technique, the better will it be for price theory. 
Prices are the grist which markets grind ; they are rela- 
tive to market processes. Markets are institutions of 
great variety and complexity, with no such simple mech- 
anism as was assumed by the traditional value theory. 
Not until we realize this and address ourselves to a study 
of their technique and the actual course of causation 
upon the various markets will we make any further ad- 
vance in price theory. 

The positive results which may be expected from such 
an attack are well illustrated by Cassel's treatment of 
the problem of the rate of interest. By attacking inter- 
est as a price problem he succeeded in discussing the 
whole subject within the short range of ninety pages 
despite the fact that he was still preoccupied with prov- 
ing to the socialists that we could never have a society 
in which interest would not exist. All that is needed to 
make his work in that field complete is to extend the 
study of the forces which determine the market rate to 
all the markets for capital. Cassel discusses only the 
factors which govern the rate of interest on money lent 
for long periods, such as first mortgage loans on real 
property. If we had similar studies of the forces which 
govern the rate for call loans, for ordinary bank loans, 
for one to five-year notes, and for long-term bonds, we 
should have all that the economist needs to know about 
the rate of interest. 

With this example before us we need to make similar 
investigations of the various types of markets for com- 
modities and services. When we have acquainted our- 
selves with the different sorts of markets which exist 
today and with their varying technique, we may be able 
to make significant groupings and classifications of those 
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markets. Such a study should give us helpful generaliza- 
tions or laws concerning the causes which underlie the 
rise and the fall of prices in each of these groups. It 
should yield others concerning the cause of price move- 
ments in all markets. It is safe to prophesy that there 
will be small place in the literature which grows out of 
these investigations for the subject-matter and the ter- 
minology of the older controversies over value theory. 

So much concerning the price theory of the future is 
pretty clearly established in the minds of economists. 
There will be great activity in the field during the next 
decade. The concrete studies in the technique of mar- 
kets must furnish the facts out of which the laws of a 
more adequate theory of prices will be formulated. It 
is not necessary, then, to elaborate the statement that 
value theory in the sense of price theory will be re- 
juvenated in the near future. 

But economic conduct is not motivated by price 
alone. Neither is the problem of price the whole of the 
field of valuation. "That Industrial Revolution," as 
Marshall puts it, "which has far outdone the changes 
of a century ago in both rapidity and breadth of move- 
ment" has made value a term of many meanings, even 
in the pecuniary field. An adequate theory of value 
for modern economics must extend beyond the realm of 
price and include all the problems of pecuniary valua- 
tion which our industrial process presents. These values 
are not special cases of price. They are ofttimes neces- 
sitated by the inadequacy of price to serve as a basis of 
rational conduct. They arise out of a type of situation 
analogous to that which occasions the more familiar 
types of economic valuation. 

The problem of economic valuation grows out of the 
fact that a complete comprehension of the physical 
qualities of material objects is oftentimes not adequate 
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to warrant overt conduct, but must be supplemented 
and reconstructed from the economic point of view 
before the individual is free to proceed with the rational 
ordering of his conduct. 3 The capacity of a material 
object to satisfy an end which appears in the form of a 
felt want is utility. One may have complete knowledge 
of the various ends which material objects can satisfy. 
But that does not yet warrant him in proceeding to 
overt conduct if such useful objects are scarce. Before 
one can proceed to use these objects they must be eval- 
uated. When such evaluations are made by individuals 
they result in the subjective values of the Austrian 
School. When they are made on the market and come 
to expression in terms of a standard quantitative unit, 
they constitute price. The price, or market value, is 
something different from and objective to the utilities 
of the physical object. 

Just so a knowledge of price is oftentimes inadequate 
to warrant economic conduct. When this situation 
arises, resort must be had to other and further methods 
of pecuniary valuation. The market, with its scale of 
prices, does not always give the information which is 
needed as a basis for rational economic conduct. All 
such valuations outside the market which come to ex- 
pression in money terms are pecuniary valuations which 
lie beyond the sphere of price. The very fact that mar- 
ket value is the phenomenon which occasions the neces- 
sity for these further valuations proves that they are 
independent. Prices are merely the problem phenom- 
enon which these other phases of pecuniary valuation 
attempt to resolve for their own ends with their own 
technique. 

The pecuniary valuations other than price are inde- 
pendent values just as the economic values of useful 

3. Cf . Valuation as a Logical Process, by H. W. Stuart; Studies in Logical Theory, 
by John Dewey, p. 231. 
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physical objects are of a different nature from their 
utilities, their fitness to satisfy wants. The value of the 
objects is something different from their utilities, even 
tho there would be no occasion to value them were it 
not that they had utilities. Just so the evaluations 
which are necessitated by the fact that commodities 
have market values present the necessity for valuations 
which are themselves not market values. The mere fact 
that they would not exist if there were no markets in no 
wise makes them identical with market values. When- 
ever any set of objective facts, whether they be facts 
relating to physical property or facts relating to price, 
is insufficient to warrant overt action, the necessity for 
further evaluation arises. 

Two illustrations will serve to clarify this. The bond 
market offers the investor a bond bearing 4 per cent 
interest due in twenty years at $78, and a bond bearing 
5 per cent interest due in twenty-five years at $86. 
The security of the two bonds, both as to principal and 
income, is equally good. In fact they are issued under 
the same mortgage and have equal rights against both 
property and income of the issuing corporation. The 
mere existence of these two prices does not warrant the 
investment in either one indifferently. It is necessary to 
know which of these bonds has the greater value. If 
one is willing to invest in a bond of this type at 6 per 
cent, an actuarial valuation will show that the 5 per 
cent bond is actually worth $10.25 more than the 4 
per cent one. The difference in their market values is 
$8. The investor will, therefore, purchase the 5 per cent 
bond. At the market price the 4 per cent bond yields 
5 1 per cent, while the 5 per cent bond yields almost 6 J 
per cent. They would sell at $76.89 and $87.14 respec- 
tively if both sold to yield exactly 6 per cent. 

A similar quandary is presented by the presence of 
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two machines or other units of productive plant, which 
serve precisely the same physical end but have different 
market values. A manager has an electric generator 
whose second-hand market value exceeds the cost of 
removal by $50,000. The market offers a generator of 
improved type with exactly the same capacity at a cost 
of $250,000. 

Is he warranted in replacing the old generator with a 
new one? The answer to that question depends upon a 
further pecuniary valuation of the relative economic 
efficiency of the two generators. If the difference in 
their value is more than $200,000 (the difference in their 
market values) the manager is warranted in discarding 
the old generator and purchasing a new one ; if it is less 
than this amount he will retain his old machine. The 
difference in the value of the two machines considered as 
productive units may be $300,000, or it may be only 
$50,000. There is no certainty that it will be equal to 
the difference in their market values. The market value 
results from the operation of all the conditions which 
present themselves upon the market for electric genera- 
tors; the manager's valuation results from a considera- 
tion of the factors which determine the relative economic 
value of the two units in the particular industrial or- 
ganization which he is supervising and directing. Knowl- 
edge of market values is one of the facts which he must 
have in planning a rational course of procedure, but 
the market does not give him a set of values which are 
adequate to warrant that procedure without further and 
independent valuations. 

The last example falls within the general field of de- 
preciation. The problem of valuation presented by de- 
preciation of plant and equipment is raised perhaps 
most directly in connection with the determination of 
income. It is a sound principle of income determination 
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that no income arises until full provision has been made 
out of the gross revenues for maintaining the capital in- 
tact; in other words, until full provision has been made 
for depreciation of plant and equipment. Depreciation 
is universally defined as lessening in value. Yet nowhere 
have the accountants, who are the technical experts 
in the matter of income procedure, accepted market 
value as a criterion of the lessening in value of plant. 
They have developed their own methods of valuation, 
and these methods have attained to objectivity and to 
independent validity. They are becoming an institu- 
tion of valuation. This particular phase of the value 
problem will be taken up for separate and complete 
discussion later. 

Even in the taking of private property under the right 
of eminent domain the property is not subjected to the 
test of the market by being offered and sold for whatever 
price it will fetch. Its full and just value, which must 
serve as a basis for compensation to the owner, is deter- 
mined by a judicial procedure according to rules, prin- 
ciples, and precedents which have been developed over 
some centuries by a gradual process of evolution. The 
value finally arrived at is binding and is in every way 
objective. It is not market value; at best it is a hypo- 
thetical market value. 

There are at least four groups of these pecuniary val- 
uations outside the market which are not cases of price, 
but are independent values. 

1. Valuations of property for the purpose of exercis- 
ing public control over prices, as in public utility rates. 
The valuation of property for purposes of capitalization 
is an analogous case. 

2. Valuation of property for purposes of administer- 
ing the principles of justice and equity which control 
the rights of property and of contract. 
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3. Valuations of property for purposes of taxation. 
These may be either in the nature of the valuation 
which shall serve as a direct basis for the tax levy; or 
they may arise incident to the determination of income 
when taxes are spread on the basis of income. 

4. Valuations of property which arise in connection 
with industrial and financial management. These are 
necessitated by the fact that the valuations of the mar- 
ket are not adequate for the rational direction of indus- 
trial and financial conduct, if this is to be carried through 
most economically and efficiently. 

Perhaps these four groups could be subsumed un- 
der two heads. The first three groups present valua- 
tions which are necessitated by the general problem of 
public control. They come to expression as findings of 
a judicial or administrative body and as such have bind- 
ing force. The last group is concerned with those prob- 
lems of valuation that arise in private industry in its 
pursuit of profit. 

In addition to these there is the problem of imputa- 
tion or allocation of values, revenues, and expenses, 
which cuts across this classification and may arise in 
connection with any of these groups. Not only must 
courts and commissions find a fair value for purposes of 
rate-making, but they must frequently divide that value 
between the property used for interstate business and 
that used for intrastate business. Oftentimes they are 
also called upon to further subdivide either the inter- or 
intrastate property as between that which is used for 
carrying freight and that used for carrying passengers. 
Likewise for purposes of taxation not only must the as- 
sessing authorities find, in the case of an electric light 
and power company whose hydroelectric plants are lo- 
cated in one part of a state and whose product is con- 
sumed in the manufacturing towns in another part, the 



208 QUARTERLY JOURNAL OF ECONOMICS 

fair cash value of that property for purposes of taxa- 
tion; but they must parcel that value out between the 
various political units in which the physical property of 
the company is situated. The imputation of investment 
to various productive activities is the most difficult task 
presented by cost accounting. 

Revenues, as well as expenses and values, present the 
necessity for apportionment. When a state levies taxes 
upon the gross earnings of a railroad which operates 
through half a dozen states; when the rights of the 
stockholders of a lessor road to receive rental depend 
upon the gross earnings of a portion of the road, while 
the great mass of traffic is joint to the lessor and lessee 
roads — in short, whenever the physical plant is a unit 
which renders an indivisible service, while the owner- 
ship or political jurisdiction is divided, this problem of 
imputing revenues, expenses, and values presents itself 
as a value problem. That is to say it presents a situation 
in which a knowledge of the physical factors or of the 
economic factors pertaining to the situation as a whole 
is not an adequate basis for practical conduct. Before 
the judicial body or the manager is prepared to decree 
action there must be a further judgment process which 
shall issue in a conclusion expressed in quantitative pe- 
cuniary terms. 

Valuation for purposes of rate-making would perhaps 
strike the general economist as having most clearly at- 
tained to definite institutional standing. It possesses a 
literature, a technique, a set of principles having the 
force of precedent, and judicial or administrative bodies 
which consider themselves bound by these principles and 
which have power to enforce these valuations upon in- 
dustrial society. A certain valuation engineer put the 
thing naively but in most illuminating fashion when he 
said that upon entering the valuation section of the In- 
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terstate Commerce Commission he had sought to inform 
himself regarding the problem of value by reading 
every available thing that the economists had written 
upon the subject. After completing this laudable un- 
dertaking he remarked that he knew nothing about 
value when he began, and not very much when he had 
finished, but he was certain that the value about which 
the economist was talking was not what he and his col- 
leagues were seeking in the valuation of the railroads of 
the United States. 

When a public utility commission is seeking a fair 
value upon which it may base rates, it is not looking for 
a price. It does not ask itself what this property is actu- 
ally selling for upon the market. As one commission 
puts it in a decision involving rates: "When we speak 
of 'fair value ' in a rate-making case, we find we must of 
necessity acquire an entirely new and distinct concep- 
tion of this term 'value.' It is not a composite of all 
other values. Nor is it of necessity merely a modifica- 
tion of any of the foregoing conceptions of value, any 
more than a newly discovered star in the firmament is a 
composite of all other stars in the firmament, or a modi- 
fication of any one of the same. But it is an entirely new 
and distinct 'value.' It may in some respects partake of 
the characteristics of some other values or of all other 
values, but nevertheless it is a conception of value for a 
different purpose, and is as readily susceptible of ascer- 
tainment independently of any other particular value, 
as such other particular value is susceptible of ascertain- 
ment independently of it." 4 

This commission is clear as to the distinctive charac- 
ter of the value problem with which it is confronted 
in a rate case. It would surely differ from one writer 

4. Decision of Public Service Commission of Maryland in the Matter of the Chesa- 
peake & Potomac Telephone Co., of Baltimore, p. 22 (by Towers, Chairman, opinion 
filed March 8, 19.18). 
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who asserts that "to ascertain what the word 'value' 
means, we must do what we should do with any other 
word under any other circumstances, that is, go to 
the dictionaries." This body realizes that the control 
of rates and the method of valuation suited to function 
for that purpose is a thing apart whose definition has in 
all likelihood not gotten into the standard dictionaries. 
It would certainly not accept the definition compounded 
by the above-mentioned writer from the dictionary. 
"Value," he says, "will be taken in its established sense 
as meaning the importance of the thing in question, 
measured by the amount of other commodities (com- 
monly represented by money) for which it can be ex- 
changed in open market, or the price equivalent to its 
intrinsic worth, which shall be a real equivalent." This 
commission realizes that there is no such thing as "in- 
trinsic worth"; there is only the power to evoke a cer- 
tain price upon the market or the power to evoke a 
certain expression of pecuniary value from some other 
institution like a court or a commission. 

The notion that properties contain a value which is 
the same in all institutions is the source of much of the 
confusion which now characterizes valuation for pur- 
poses of rate-making. Commissions in such valuations 
do not seek an absolute quality of the property which 
may be denominated its value ; they are rather imposing 
upon the property a fair value which shall express in 
pecuniary terms all the equitable considerations bearing 
upon the determination of the mutual rights of public 
and owner. In arriving at that value the courts and 
commissions make use of certain market facts, both 
past and present, but what they are seeking is not a 
market value, but something different. It is like market 
value in that it is formulated to realize a purpose in the 
nature of an end to be attained, just as the market seeks 
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an adjustment of supply and demand. But it is a thing 
sui generis. It has no meaning nor can it be understood 
except in terms of the purposes of public regulation and 
in terms of the technique which has been developed for 
arriving at a pecuniary value which shall serve that 
purpose. 

The conflicting theories concerning the proper method 
for arriving at fair value vary just because the purposes 
which the evaluators have in mind are different. If those 
who are charged with making these valuations, both for 
the public and for the company, told us with frankness 
what they are seeking to accomplish their processes 
of valuation would be more intelligible. The extreme 
proponents of the companies usually seek a theory of 
valuation which keeps public utility investment and 
promotion within the field of business enterprise. What 
the extremists on the public side desire is a payment for 
the service which shall in no wise exceed what would 
have to be paid under a socialist regime which was as 
efficient in operation as is private management. These 
men would base value upon investment, and would allow 
no increment for the increases in land values, for changes 
in the price level, or for any other cause. They would 
remove the ownership of public utilities entirely from 
the field of business enterprise. They would make it 
merely a sound investment and nothing more. 

It is no part of this discussion to indicate which of 
these two groups is right; that is largely a matter of 
sound public policy. One of the groups is trying to in- 
vest public utility property with all the functions which 
private property in any business enjoys. The other 
group is trying to divest property in public utilities of 
a large part of the function which private property in 
other productive plants enjoys. The difficulty in pre- 
scribing an adequate and satisfactory method of valu- 
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ation which is acceptable to the courts is that they 
have not yet decided just what limitations are to be 
placed upon the right of private property in plants 
devoted to the rendering of public utility services. 

Each of these separate phases of pecuniary valuation 
has a distinct function in industrial process. If the 
economist would understand the workings of industrial 
society he must master the nature and technique of the 
processes by which these values are created. He will 
never understand completely the part that value plays 
in industrial process until he analyzes these other values 
as well as price. 

The consideration of these various manifestations of 
value has brought into prominence two characteristics 
of the problem of valuation which deserve further con- 
sideration. It is clear that all valuation is purposive; 
and that pecuniary values derive their sanction from 
their fitness to function in the realization of ends. Each 
type of value is mediated by the end which occasioned 
the judgment process by which it was created. It is 
equally clear that all pecuniary values which are not 
mere subjective valuations of the individual, but which 
attain to social validity, are institutional products. It 
is doubtful whether there are any objective values which 
are not institutional in their origin. 

The purposive nature of the valuation process is 
beautifully illustrated by the mathematical formula em- 
ployed in the determination of the present value of a 
series of future incomes. The mathematics of valuation 
has become an institution, and actuaries form an organ- 
ized profession skilled in its use. A valuation derived 
through the use of this formula can be sustained in any 
court by the testimony of professional actuaries who are 
institutionally accredited. 

It is always an interesting exercise to set students 
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the task of explaining why the value of an annuity of 
$802 for twenty years is $10,000 on a 5 per cent basis; 
and why it declines in values $302 in the first year, $469 
in the tenth year, and $764 in the last year of its life. 
Their answer will probably be that the formula gives a 
value of $10,000 at the beginning of the series and that 
it shows a decline in value of $302 in the first year, $469 
in the tenth, and $764 in the last year. But that merely 
assumes that the mathematician of valuation has an- 
swered the problem and embodied his answer in the 
formula. We are seeking the principle which underlies 
and validates that formula. 

The reason why $10,000 is the value of the annuity 
is that this figure will enable the purchaser of the an- 
nuity to accumulate his original investment out of the 
$16,040 paid him during the twenty years and to receive 
in each year an additional amount which is exactly 5 
per cent of the remaining value. In the first year, for 
example, the owner regards $500 or 5 per cent of $10,000 
as income. This leaves $302 as a return of his invest- 
ment; the value of his annuity at the end of that year 
has decreased by this amount. 

The second year he counts $484, or 5 per cent of the 
remaining value, as income while the other $318 is con- 
sidered return of investment and decline in value. And 
so he proceeds throughout the twenty years. At the 
beginning of the tenth year the value is $6665 and he 
considers $333 of the $802 which he receives as income 
and $469 as decline in value. 

His revaluation from year to year is obviously directed 
to the end of maintaining a uniform percentage between 
that portion of the $802 which is to be considered in- 
come and the remaining value of the annuity. It is just 
this uniform ratio of 5 per cent which the mathema- 
tician of valuation aims to attain with his formula. 
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Starting with the twenty annual incomes of $802 and 
the 5 per cent ratio he arrives at an original value and 
a succession of declines in value for the various years 
which maintains this ratio. 

This is more clearly illustrated if the series of in- 
comes is not uniform. A series beginning with $1,000 
and gradually decreasing by $25 each year to $525 in the 
twentieth year will also have a present value of exactly 
$10,000. The application of the formula to this case 
will show a uniform decline in value of $500 per year 
throughout and not a gradually increasing amount, as 
in the case of the annuity of $802. The difference in the 
rate at which the value of these two annuities declines 
is arranged to secure a uniform per cent of income upon 
the remaining value in each year. 

The purposiveness of this procedure is still more 
strikingly illustrated if we assume a series similar except 
that the income falls to $200 in the tenth year, and is 
somewhat larger in each of the other years. This series 
would also have a value of $10,000 at the beginning. Its 
decline during the first year would be somewhat more 
than $500, as it would in every other year, except the 
tenth. In that year the application of the formula of 
valuation would result in an increase or appreciation in 
value of about $100. Obviously the value of the annuity 
is increased in this year when the income is smaller than 
usual in order to preserve the income at 5 per cent of the 
remaining value, even in that year. 

Had the payment in the tenth year been unusually 
large, say $1500, and that in each of the other years cor- 
respondingly smaller the formula would give a decline 
in value of almost $1200 in that year and so would have 
reduced the amount remaining as income to about $300, 
or 5 per cent on the remaining value. 

Clearly the whole procedure is purposive, and the 
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formula is merely a symbolic representation of the 
process of valuation which is necessary to realize that 
purpose. If the purchaser changes his decision and con- 
cludes that he will divide the payment into two portions, 
one of which represents return of principal, while the 
other is at all times 6 per cent of the remaining value of 
the annuity, its value will become less than $10,000. 
The decrease in value is directly due to the fact that the 
purchaser has substituted a new end for the former one; 
every modification of his end means a change in the 
value of his means. 

The discussion of valuation for rate-making at a 
previous point in this paper indicated the purposive 
nature of that procedure. Likewise, in valuing property 
for purposes of taxation the object sought in fixing the 
assessed value which forms the basis of the levy is the 
just distribution of the burden of supporting govern- 
ment. Even where the tax purports to be upon the 
value of the property, the assessing body will commonly 
take congizance of its power to produce income. Thus 
the Pere Marquette Railroad has been for years assessed 
at thirty million dollars, despite the fact that its prop- 
erty was valued by the State Railroad Commission at 
over fifty millions, and that the same commission ap- 
proved an issue of securities at the reorganization of the 
properties amounting to over $100,000,000. 

Since all values are relative to and mediated by some 
purpose, it is entirely natural that value should have 
become a term of many meanings. The notion of an 
absolute value still persists, especially among lawyers 
and engineers. Among the lawyers this no longer takes 
the crude form of a supposed "intrinsic value" which 
inheres in the object as do physical qualities, but rather 
of an attribute which property derives from some insti- 
tution of pecuniary valuation which has the force of 
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precedent. Most commonly the value to which the 
lawyer appeals is market value. Sometimes it is a value 
arrived at by the procedure which has been prescribed 
by the courts when property is taken under the right 
of eminent domain. 

It follows from this analysis of the nature of value 
and the processes of valuation that this attitude is logi- 
cally unsound. There may be many pecuniary values 
for the same object. These may all be valid, each within 
the jurisdiction of the institution which made it. 

It follows, too, that no adequate understanding of the 
processes of valuation and of the causes for changes in 
value can be had without taking into the reckoning the 
technique of valuation which has come to be institution- 
ally recognized. As Professor Charles H. Cooley says, 5 
"It would be as reasonable to attempt to explain the 
theology of St. Thomas Aquinas, or the institutes of 
Calvin, by the immediate working of religious instinct 
as to explain the market values of the present time by 
the immediate working of natural wants." Likewise, this 
would be just as reasonable as to attempt to explain the 
nature of fair value for purposes of rate-making by refer- 
ence to the definitions of value found in economic trea- 
tises which limited their concern with value to the field 
of market price. 

It follows also that the market has not now, nor has 
it ever had, a monopoly of pecuniary valuation. The 
fact that the market was the first institution which 
made pecuniary valuations; and that the courts cast 
the problem of rendering just compensation to an owner 
whose property was taken by the state under the right 
of eminent domain in hypothetical market terms does 
not limit the term value to the result of market opera- 
tions. The concept of a market value is itself an ab- 

5. Cooley, "Institutional Nature of Pecuniary Valuation," p. 54.'}, American Journal 
of Sociology, January, 1913. 
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straction. The valuations of the market are no more 
absolute and have no greater validity than those which 
result from the workings of any other institution of 
pecuniary valuation. And since the market itself devel- 
oped and attained to influence and recognition only by 
an historical process of evolution, it is legitimate in no 
more fundamental sense than are other institutions of 
valuation which grew up later, or still others yet to 
come. At any time too, functions which have been left 
to the market hitherto may be transferred to other in- 
stitutions of pecuniary valuation. 

The market does not, of necessity, serve satisfactorily 
all the ends whose attainment we now leave to its func- 
tioning. Particularly must we scrutinize with the 
greatest care the assumption so complacently made by 
many economists that a set of market prices which brings 
about a proper coordination of the factors of production 
effects an ideal distribution of product. In adjusting 
production to demand the market places at the disposal 
of some of the owners of the factors an amount of eco- 
nomic power to command product which is greater than 
necessary to evoke the productive contribution and 
which is not in harmony with our ideal system of distri- 
bution. It is quite conceivable that we may establish 
other institutions of valuation which shall correct the 
workings of the market in such manner as to bring our 
total industrial process into closer conformity with what 
we consider a just distribution of income. A tax on dif- 
ferential profits like our excess profits tax is just such an 
institution. There is no reason for expecting that a set 
of values which is adequate and satisfactory for the 
motivation of production shall likewise be adequate 
and satisfactory for effecting a fair distribution of the 
product. 

Perhaps the implications of this theory of value are 



218 QUARTERLY JOURNAL OF ECONOMICS 

more significant for the problems of imputation than 
for any other single set of problems. Take the common 
case of imputing the value of property used in transport- 
ing freight and passengers to these two classes of service. 
Pretty much all the discussions of the lawyers and of 
their experts, the engineers and the operating men, con- 
sist of an attempt to base the imputation of values, as 
well as common expenses, upon some physical factors, 
such as train miles, or car miles, or tons of passengers 
and freight transported. They attempt to base their 
allocations upon factors which are objectively given in 
the form of physical data which can be quantitatively 
determined. If what is here said is true, the procedure 
should rather be to look forward to the end which is to 
be attained in this imputation. Then the imputation 
which will finally be made will be the one which serves 
to accomplish that end. There will still be limiting 
physical factors, because the end must inevitably be 
conceived and worked out in terms of the available 
means. But where the physical means allow a wide 
latitude as regards possible ends, the very heart of the 
valuation becomes the clearly attained consciousness of 
the desired end. As a matter of fact the imputation is, 
in the last analysis, made on this basis anyhow; but a 
deal of time and energy is wasted and a great mass of 
verbiage which darkens counsel by words without wis- 
dom is injected into the discussion by a failure to realize 
the fundamental nature of the value problem. 

Some men realize this perfectly, as witness the follow- 
ing statement of a practical railroad man. " These 
computations, then, consist of two processes. One is allo- 
cation, which is the ascertainment of facts; the other is 

apportionment, which is the determination of policy 

In determining the propriety of proposed bases of ap- 
portionment we must have an eye, not only to the facts 
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studied, but to the purpose of the study. It is possible, 
and indeed probable, that if two cost studies are made 
of the same traffic on the same railroad at the same time, 
one for one purpose and the other for another, different 
bases of apportionment of the same joint expenses 
should be used." 6 

Finally, this point of view concerning the fundamental 
nature of value gives us a touchstone for the values 
created by the workings of the institutions of pecuniary 
valuation. The student was never quite satisfied with 
the statement that value was price. To him value al- 
ways seemed something more fundamental, something 
which furnished a criterion for passing judgment upon 
prices. Once we recognize that all valuation is purposive 
we have a test for the validity and sufficiency of any 
institution of pecuniary valuation like the market or 
the court sitting in a rate case. If the values which re- 
sult from the working of these institutions function 
perfectly to realize the end which they are intended to 
serve they are true values. If not, the institutions which 
created them must be modified or supplemented by 
new ones. 

Thus far the economist has held aloof from this field 
because the problems have not fallen within the bounds 
of traditional value theory. As a result both the public 
and the economist have suffered loss. He is better 
equipped and can bring to bear upon these problems 
more that is relevant, both as to point of view and 
method, than the people who are essaying to solve them 
today. If he brings to bear upon them his understand- 
ing of economic relations and his method of analysis, we 
are certain to have a renascence of value theory. 

David Friday. 

0. Allen S. Olmstead, Annals American Academy, vol. 63, pp. 218, 219. 



